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The Relation Between Accountancy
and Economics
All sciences are related to one another, more or less intimately, because they all have to do with the same world and all
are the products of human intelligence, but there is a very close
relation between accountancy and economics, since they both have
to do with a relatively narrow field, the field of business activity.
The accountant and the economist, however, look at the subject
from different points of view and with different motives. The
purpose of the economist is to satisfy his scientific curiosity and
to advance human knowledge by discovering the facts and laws
of economic life. He desires to understand the economic process,
why men engage in the production of wealth, what and how they
produce, how the product is exchanged and how distributed.
Hence economics is a pure science, and the economist, as such, is
engaged in the pursuit of knowledge for its own sake, and not,
primarily, for any practical purpose. The results of economic
investigation may be, and often are, of great practical value to
the statesman, the business man or the social reformer, but the
economist must not think too much of these practical ends, else
he is likely to be biased, consciously or unconsciously, in his
search for truth.
Accountancy, on the other hand, makes a comparative study
of methods of recording transactions, with the object in view of
presenting to the proprietors or other interested persons an accurate statement of the financial condition of a business enterprise,
and is a highly important, if not indispensable means to success
in business. Accountancy, therefore, is a practical or applied
science, existing as a means to a definite, practical end, the development of the art of bookkeeping, and standing in a class with
those sciences which deal with methods of teaching, methods of
government, business methods, methods of social reform.
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Whether the word accounting should be regarded as synonymous
with accountancy or with bookkeeping is a question of nomenclature which must be left to accountants themselves to decide.
To say that economics is a pure science is not to say that it
is an exact science, like mathematics. That it is a science, and
one of the so-called natural sciences, both inductive and deductive
in its methods, cannot admit of doubt. It is an organized body
of knowledge, dealing with a fairly well-defined set of phenomena,
including a vast collection of facts which admit of scientific classification and of generalization which at times attains the dignity
of natural law. The economist, like other scientists, formulates
hypotheses for the explanation of certain phenomena, and these
theories he verifies or rejects by applying them to the explanation
of other phenomena of a similar kind. Finally, in some cases,
the economist is able to predict the results which are likely to
follow from the presence of certain causes, and prediction is the
crowning achievement of science.
The most fundamental part of the science of economics is the
theory of value, which is an attempt to explain the nature of
exchange value, the causes and effects of changes in value, the
productivity of the factors of production and their relative shares
in distribution. As the science advances it will become more
exact and quantitative measurement of causes and effects will be
more and more possible. In the study of values the economist
gives much attention to the cost of production, which is the sum
of the values of all the factors of production, and to the value of
the product, which may, in individual cases, be greater or less
than the cost of production. Taking industry as a whole, the
value of the product must be greater than the value of the land,
labor and capital used in production, else the business man would
not engage in business. The difference between the cost of production and the value of the product in the profit or loss of business enterprise, and the conditions under which profit or loss
appear are of the greatest importance to economic science.
The accountant deals with values in a very different way.
He does not attempt to explain their origin and the causes of
their variation, but uses them merely as the basal facts of an
arithmetical calculation, the purpose of which is to show the
financial condition of particular business undertakings. The ac4

countant, as such, does not inquire as to why the rent of land is,
say $25.00 an acre, the wages of labor $2.00 a day, or the interest
on capital 6 per cent. Nor does he, as an accountant, try to
explain why the output of his concern sells for $100.00 or $200.00
a ton, as the case may be, or why the profit is $1,000.00 a year, or
the loss $2,000.00. The figures which the accountant sets down,
particularly when he presents an analytical study of costs and
returns, may go far toward explaining the values with which he
deals and the success or failure of the undertaking of which he is
a part, but when the accountant goes beyond his figures into the
discussion of causes and effects he ceases to be an accountant
merely, and becomes a practical economist or a scientific business
adviser. And who could be better fitted to give expert advice
than a thoroughly trained accountant who has, in addition to his
knowledge of accounting, a general business training, a special
knowledge of the business in which he is employed and some
knowledge of economic theory?
Although the spheres of these closely related sciences and the
arts with which they are connected may be defined and delimited
with some degree of exactness, that is not to say that scientists
or practitioners must always confine themselves to their own
special subjects. The chief business of the scientist is to investigate, not to give advice, and yet the scientist is often in a position
to give valuable advice to those who have in hand the practical
direction of affairs. Physiologists, for example, often give advice to medical practitioners and psychologists do not refrain
from advising teachers. Similarly, theoretical economists have
given important information and advice to statesmen on such
subjects as international trade, money, banking, taxation and
public expenditure; and, as the art of politics becomes more
scientific, economists will have more to say concerning all questions of public policy. It is highly probable, too, that, as economic
knowledge advances and the art of business becomes more scientific, the relation between economic science and the practice of
business will be more clearly perceived and economic truth will
be seen to have a very practical bearing upon the affairs of daily
life. Already the scientific study of credit and industrial crises
has been of direct benefit to business men, and no one can tell
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what important practical results may follow from economic investigations that now seem abstract and futile.
On the other hand, the practical business man, especially one
who has cultivated his power of observation and who has the
broad view that comes from the study of economics, should be
able to make valuable contributions to economic science as well
as practical applications of economic principles. Mere theorists
and mere practitioners are becoming less common than formerly,
for economists usually give careful attention to the activities of
business and enlightened business men no longer despise economic
theory. Theory and practice, knowledge and action, are two
aspects of human life which can never be dissociated without loss
to knowledge and to efficiency in practical affairs.
But while the economic theorist should have a knowledge of
practical business and the practical man should have some knowledge and appreciation of theory, the work of applying theory to
practice must chiefly be done by a set of specialists standing midway between theorists and practitioners, and no class of men
seem better fitted to undertake this important work than accountants, who are in close touch with the financial side of business.
No doubt the accountant, in becoming a business adviser or
expert, will become something more than an accountant, but
what accountant should regret to see broader fields of activity
opening before him, even though he might have to leave his
chosen profession and call himself by another name? Certainly,
if accountants are to undertake the scientific direction of business,
a knowledge of economic theory, in its narrower and broader
applications, will be absolutely necessary.
But even if the accountant confines himself to the study of
methods of recording transactions, he may still find the study of
economics of great value, not only for the information which it
gives but also for the analytical method which it follows. The
economist tries to see the economic organization of society as it
is in all its parts and motions, although he knows that a complete
and detailed view is impossible. The best that he can do is to
create such a picture in outline, a sort of bird's eye view of general business activity. But the same analytical method is followed in the study of a single business establishment, where it is
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possible to see much of detail, even though the relations of the
part to the industrial whole may not be clearly perceived, because
of the limits to the power of human imagination.
Is it not a fact that the accountant must go through exactly
the same analytical process in devising a system of bookkeeping
suited to the needs of a particular business? Only a study of
the business in all its parts and all its relations to other lines of
business can put the accountant in a position to create a system
of accounts which shall be a true financial picture of the business
in all its internal and external relations. The accountant, to do
this, must be something of an economist. The scientific accountant is, in a sense, an economist, and a realization of this fact,
together with a more profound study of economic theory, cannot
but be helpful to the accountant and beneficial to the science of
accountancy.
A study of economic questions, especially of some practical
questions connected with the relation of large corporations, such
as trusts, railroads, insurance companies and municipal monopolies, to the public welfare, might be useful to accountants by way
of calling their attention to the demand for publicity of accounts
and a certain amount of public control. When business was carried on on a small scale the rights of the public were pretty well
protected by competition and the accountant was expected to
present his statement for the benefit of the proprietors alone, but
now that business units are very large, involving a great centralization of power, industrial and political, many people feel that
accounts should be presented in a form intelligible to the general
public and that the interests of the public should be protected by
some form of public control. This feeling is growing rapidly.
There is a demand for uniformity in systems of accounts, for
publicity of accounts and for public control of public service
corporations. These demands, if unreasonably resisted, are likely to result in excessive regulation which would be harmful to
business and to the best interests of the public. Too much uniformity in accounts would prevent variation, which is an essential
condition of progress in accounting, as in other forms of organization. Too much publicity would ignore the valid distinction
between private and public affairs and would open the door to
captious criticism by unscrupulous and ignorant people. Too
7

much public control would paralyse the motor nerve of business
enterprise and put the production and distribution of wealth into
the hands of an inefficient bureaucracy of civil servants. And
yet, all these things are likely to come to pass unless accountants
and other persons concerned put themselves into sympathetic
relations with the reasonable efforts of reformers, who are usually
better able to diagnose a disease than to suggest a suitable remedy.
But if the accountant can learn something from a study of
economics, it is certain that the economist can learn as much, and
probably a great deal more, from the study of accounts. The
theories of economists would be very vague without concrete and
definite illustrations drawn from actual business experience as
exhibited in accounts. Many statistics concerning prices of commodities, wages of labor, rents, interest, profits, banking, insurance, railways, and so on, are obtained from the accounts of
public and private undertakings. The concept of cost of production can best be illustrated by taking the items of money cost in
an actual or imaginary enterprise, and the concepts of gross and
net returns must be explained in the same way. The concept of
productivity or efficiency of land, labor and capital remains exceedingly vague until it is defined, as an accountant would define
it, as the relation of the money cost of a factor of production to
the money value of its gross product. The economist cannot
measure such efficiency with any degree of exactness, but the
accountant can, and the economist must take these results as the
basis of his theories. In brief, the accountant supplies many of
the facts upon which the science of economics is based, and no
economist who would have his theories approximately correct
can afford to disregard the facts.
But if the study of accounts is valuable to the purely theoretical economist, who studies chiefly the theory of value, how much
more important must it be to those economists who endeavor to
apply theory to the solution of the practical problems of the day?
The question as to the governmental ownership of railroads, for
example, is very largely, though not altogether, a financial question, to be answered by an investigation of the accounts of public
and private railroads, as well as by a careful estimate, such as
a purchaser would make, of the probable cost and revenue of the
railroads when owned by the government. Economists alone,
8

without the aid of expert accountants, are unable to answer such
questions, much less politicians depending upon interested parties
or upon a prejudiced and unenlightened public opinion.
Accountants and economists might well combine for the
enlightenment of public opinion on many important subjects.
In a democracy such as ours reforms can be brought about only
through the force of public opinion, and only through investigation by honest experts can public opinion be enlightened. Of
all these subjects none is more important than the study of public
revenue and expenditure, in order that the public may know and
realize, how much they are paying in the form of taxes and how
much they are receiving from public expenditure in the form of
social benefits of one kind and another. The most superficial
examination would immediately show that in the United States,
if in no other country, taxes are high and are rapidly increasing,
while public expenditure is wasteful, even where not tainted by
corruption, and that the efficiency of public servants and of the
civil service, state and national, is low. Per unit of money expended the public receives a small amount of social benefit. The
taxpayers, possibly, do not wish to pay less money, but they would
like to get, for the money expended, as large a dividend as possible, if not for themselves at least for their poorer friends and
neighbors whom public expenditure is supposed to benefit.
But one great difficulty in the way of effective reform is
that, while the value expended is a known quantity, being expressed in terms of money, the value received in the form of
education, protection, public works and the other benefits secured
by public expenditure is an unknown quantity, expressed neither
in the form of money nor in any other definite way. Another
difficulty, hardly less serious than the former, is that the efficiency
of the public servants, who administer the public funds, is also
an incommensurable quantity. In private business the efficiency
of an employee is very quickly determined by methods well
known to every accountant, but in public business, not carried on
for profit, there is no exact measure of individual efficiency, and
promotion and other rewards usually go by favoritism or by
seniority, both equally ineffective measures of social productivity.
Would it not be a contribution to human welfare more important
than the invention of the wireless telegraph or the flying machine
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if some member of this association should devise a system of
accounting which would measure the efficiency of civil servants
and the amount of social utility created by public expenditure?
Until this is done it will be impossible to strike a balance between
social cost and social revenue, no one will be able to tell whether
government is carried on at a profit or at a loss, and there will
be no limit to the increase of taxation and no effective check upon
extravagance in governmental expenditure.
JAMES EDWARD L E ROSSIGNOL,

Professor of Economics,
University of Denver.
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